Setting the new monetary policy agenda
The Central Bank of the Congo is an enigma to many people. If you ask most people what the Central Bank of the Congo does, they might say that it stores cash, that it sets the interest rate and that this has a big impact on the economy. If you ask who in the Central Bank makes this decision, or how they decide, most people will say that the governor of the BCC does so. But in reality, it is actually or should be a committee decision. Having discussed the structure and functions of central banks in general we now focus upon the role that the proposed Monetary Policy Committee or National Open Market Committee could play in directing monetary policy in the Democratic Republic of the Congo.
The Central Bank of the Congo is the epicentre of the financial system. It controls the money supply of the economy, ensures the integrity of the financial system, and provides liquidity in times of crisis. The Central
A Practical Perspective on the New Monetary Policy Agenda 59
Bank's mission is to provide money and credit conditions in the form of price stability that fosters maximum economic growth and full employment on a sustained basis. Whether the Central Bank actually does what it is supposed to do is a different matter.
The proposed monetary policy
The central bank's control of money and credit conditions in the economy is the core of what is referred to as monetary policy. This process of injecting or withdrawing liquidity in the financial markets accelerates or retards output growth and alters inflation pressures in the economy.
The Law on the Central Bank of the Congo clearly lays out the goals of monetary policy. It explicitly states that in conducting monetary policy the Central Bank should seek to promote stable prices, moderate longterm interest rates and pursue maximum employment.
Monetary policy is a dynamic process, set with due consideration for the current conditions in the national economy. To achieve its goals, the central bank must ascertain where the economy is, where it is headed, and whether that direction is appropriate. If not, the central bank must take action to attempt to move the economy in a direction that is more consistent with its long-run objectives. This process requires constant vigilance and continual interaction with the markets to maintain financial conditions that are appropriate for maximum sustainable growth and price stability.
Advisable tools of monetary policy
The Central Bank of the Congo has three principal instruments at its disposal -direct open market operations, the taux directeur or discount rate, and reserve requirements -that can be used in support of these objectives.
Open market operations refer to the purchase or sale of government securities or purchase or sale of foreign currencies against the Congolese franc by the Central Bank, with the effect of injecting liquidity into or withdrawing it from the financial markets. Decisions about open market operations are to be made by a specific committee within the central bank, the proposed Monetary Policy Committee (MPC) or the National Open Market Committee (NOMC).
The taux directeur or discount rate is the interest rate charged to banking institutions when they borrow from the central bank. This rate would be set by the National Open Market Committee or the Monetary Policy Committee.
